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EXECUTIVE SUMMARY 


STAFF REPORT ON THE SECURITIES INDUSTRY IN 1979 


The Directorate of Economic and Policy Analysis has recently pre- 
pared a Staff Report on the Securities Industry in 1979. The Staff 
Report has evolved considerably since its predecessor, the monitoring 
report to Congress on The Effect of the Absence of Fixed Rates first 
appeared in 1975. Five years after negotiated canmissions were allowed 
on all transactions, the analytic focus of the Staff Report is no longer 
on canmission rates and their impact on the securities industry. In- 
stead, the Staff Report has developed into a comprehensive analysis of 
the many different sectors of the securities industry and the dynamics 
of competition and the impact of market forces on the industry's finan- 
cial results. 














The Staff Report begins with a brief discussion of the econanic 
environment and important developments in the securities markets during 
1979 which affected both the demand for broker-dealer services and the 
profitability of the firms that supply such services. Chapter II pre- 
sents an overview of the broker-dealer industry by providing a cross- 
sectional view of the size, composition and financial results of firms 
doing a public business. 





A view of longer term industry trends covering the 1972-1979 per- 
iod can be found in Chapter III, which sets forth historical data for 
New York Stock Exchange ("NYSE") member firms doing a public business. 
Financial data for these firms -- which include many of the largest in 
the industry -- have been available on a consistent basis since 1972. 
Chapter IV analyzes the financial results of broker-dealers that operate 
exclusively in the over-the-counter market and are not members of a stock 
exchange, as well as firms which are members of exchanges other than the 
NYSE. 


Because of the growing importance in recent years of discount bro- 
kers, Chapter V covers this expanding segment of the securities business. 
Chapter VI sets forth the financial experience of specialists on six major 
exchanges during 1979 and compares this experience with earlier years be- 
ginning with 1975. Finally, Chapter VII discusses recent financial trends 
of self-regulatory organizations. 


The principal findings of the Report are: 


In 1979, the combined pre-tax income of broker-dealers conducting 

a public business rose 60.4% to $1.5 billion fram $0.9 billion in 
1978. During the same period, their gross revenues increased 30.6% 
from $10.1 billion to $13.2 billion and their pre-tax profit margin 
widened from 9.1% to 11.2%. 





The pre-tax return on equity for all securities firms combined was 
27.0% versus 19.2% in 1978. The principal difference between the 
most profitable and least profitable firms in 1979 was the ability 
of the former to generate more revenue dollars per dollar of assets. 
Large firms and small firms attained similar levels of profitability 
in 1979. 


The number of discount broker-dealers, as well as their revenues, 
income and retail market share, has grown rapidly in recent years, 
and this trend shows no sign of abating. In 1979, their gross rev- 
enues rose 30.9% to $89.8 million from $68.6 million in 1978, and 
their market share increased fran 5.4% to 6.7% of the industry's 
retail volure. 


Overall, effective canmission rates declined slightly during 1979, 
though the decline was less dramatic than in the earlier years fol- 
lowing the May 1975 abolition of the fixed rate schedule. The over- 
all effective rates on individuals’ orders declined 2.3% in cents 
per share and 2.7% as a percentage of principal value. Comparable 
figures for institutions' orders were 6.5% and 9.5% respectively. 


Specialists experienced record revenues and profits during 1979. 
Their total revenues increased 48.3% to $331.7 million fran $223.7 
million in 1978. At the same time, their pre-tax income almost 
doubled from $72.1 million to $142.8 million as their pre-tax 
profit margin rose fram 32.2% to 43.1%. The two main sources of 
revenues for specialist units -- floor brokerage and trading gains 
(or losses) -- accounted for 74.1% to 85.2% of specialists’ total 
revenues during the 1975-1979 period. During this period, floor 
brokerage comprised 28.9% to 42.1% of specialists’ total revenues 
while trading gains (or losses) comprised between 35.8% and 47.8% 
of revenues. 


NYSE member firms, although small in number (15% of all firms), ac 
counted for 90% of the total assets and 85% of the gross revenues 
of broker-dealers conducting a public business in 1979. Firms that 
conduct a public business exclusively over-the-counter and members 
of exchanges (other than the NYSE) that conduct a public business 
accounted for the remainder ("OTC firms"). 


Among twelve groups of NYSE member firms classified by product line, 
Traders and Market-Makers had the highest pre-tax profit margin and 
Regional Introducing Firms (with less than $10 million in gross rev- 
enues) had the greatest pre-tax return on equity in 1979. National 
Full-Line Firms were the least profitable group in terms of pre-tax 
profit margin while Regional Carrying Firms (with less than $5 mil- 
lion in gross revenues) had the lowest pre-tax return on equity in 
1979. 





Among the seven groups of classified OIC firms, Securities Traders 
and Investment Advisers were the most profitable in 1979. Invest- 
ment Company Retailers were the least profitable group and the only 
category of classified OTC firms that incurred a pre-tax loss in 
1979. 


Total revenues of self-regulatory organizations increased by 12% 
fran $220 million in 1978 to $247 million in 1979; but total ex- 
penses rose even faster, by 17%, fran $193 million to $226 million. 
Thus, pre-tax income declined fram $27 million to $22 million. 


Chairman Williams said in a foreword to the report, "I believe the 
findings of this study will prove useful not only to the Cammission in 
its consideration of rules affecting the workings of the securities 
industry and the capital markets (including the evolving National Market 
System), but also to the managers and operating officers of securities 
firms and to other persons interested in the health and performance of 
the securities industry." 


Copies of the full report may be obtained by writing to the Publica- 
tions Section, Securities and Exchange Commission, Roan B-28, 500 North 
Capitol Street, Washington, D.C. 20549. 





STATISTICAL HIGHLIGHTS 


Offering Statistics 





Primary corporate securities offerings in June 1980 amounted 
to $10.2 billion, a record high for a single month, surpassing the 
previous record of May 1980 by $1.0 billion. June 1980 offerings 
were up $4.2 billion fran June 1979. A decline of some $700 million 
from the June 1979 level of private placements was more than offset 
by a rise of more than $4 billion in registered public offerings 
and a nearly $600 million increase in public offerings exempt from 
registration. This latter category includes a government-guaranteed 
$500 million offering by the Chrysler Corporation. 


In the first six months of this year, primary corporate security 
offerings totaled $42.8 billion, an increase of $15.8 billion (about 
60%) from the same period in 1979. Over this same span, the number 
of offerings rose by nearly 20% and the size of the average offering 
rose by about one-third to almost $34 million. Across types of issuers, 
the amount of manufacturing firms' offerings rose the most in the 
first half in absolute terms (up more than $8.0 billion from $5.4 
billion) and foreign issuers showed the largest percentage advance 
(more than 400% to $698 million from $126 million). 


Offerings of all types of securities rose in the first six months 
of 1980 in caonparison with the like period in 1979. Primary corporate 
stock offerings of nearly $9.0 billion were up more than 160% from 
the similar period in 1979, and slightly exceeded the volume of 
common stock offerings for all of that year. Total debt offerings 
were up 78%. A decline of $1.8 billion in private placements of 
non-convertible bonds was more than compensated for by an increase 
of nearly $9.8 billion in public offerings. The volume of primary 
convertible bond and preferred stock offerings also advanced. The 
dollar value of convertible debt offerings in this period, $1.9 
billion, was more than twice the amount offered in all of 1979. 


Market Statistics 





Stock prices rose for the fourth consecutive month during August 
1980. Average daily share volume in NYSE-listed issues on all U. S. 
exchanges and over-the-counter totaled 52.7 million shares in August 
1980. This was a decline of less than 1% from the previous month 
but the fourth largest volume figure posted during the past twelve 
months. 


The market value of equity sales on U.S. securities exchanges 
aggregated $41.7 billion, an increase of 16.5% from the vorevious 
month. In July 1980, the market value of stocks traded was $38.6 
billion while the camparable figure for options was $3.1 billion, 





increases of 15% and 38%, respectively. The market value of call 
option contracts traded in July 1980 amounted to $2.8 billion — 
compared to $294 million for put option contracts. 


There was a substantial increase in the number of option 
contracts traded on exchanges in July 1980. During this ‘period, . 
6.8 million call option contracts were traded, while put option 
contracts totaled 1.6 million. Contract volume in July 1980: for 
both call and put options was daminated by contracts expiring in 
July, August and October 1980. Open interest in exchange traded 
call options amounted to 3.8 million contracts in July 1980, while. 
open interest in put option contracts totaled 967 thousand. A sub- . 
stantial portion of open interest was accounted for by call and. 
put options expiring during the months of August and October I980. 


Special Feature 





Included in this issue as a special feature is second quarter 
1980 income, expense and balance sheet data of NYSE member firms 
doing a public business. The following is a summary analysis of 
the data presented. 


Revenues of NYSE member firms doing a public business grew 17% 
to $4,092 million in the second quarter of 1980. With expenses rising . 
only slightly, pre-tax income increased 193% to a new high of $794 
million resulting in a pre-tax profit margin of 19.4% and an annualized 
pre-tax return on equity capital of 68%. 


Gains on trading accounts led the increase in revenues with most 

of the growth coming from trading in debt securities. Also contributing 
to the increase in revenues were gains on the firms" securities 
investment accounts, most of which were unrealized. The substantial 
increase in revenues from these two sources likely was due to increases 
in the value of the firms' debt securities, which.were influenced 
by the drop in interest rates experienced during the second quarter. .. 
Interest rates also contributed to the rise in underwriting profits, 

as borrowers took advantage of the decrease to issue debt. instruments, 
neve from securities commissions substantially declined in line 
with the drop in exchange volume. 


Assets of NYSE member firms doing a public business increased 21% 
to $78.5 billion, while their equity capital grew 14% to $4.7 billion, 
Reverse repos and long positions led the growth in assets with respective 
increases of 28% and 37%. The 35% increase in repos appears ‘to have 
provided most of the financing for the increase in assets. Bank loans 
declined for the fourth quarter in a row. 
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EXPLANATORY NOTES 


Broker-Dealer Statistics 


All registered broker-dealers are required to file periodic reports under Rule 17a-10 
and Rule 17a-5, as amended. Annual revenue and expenses are reported on a consolidated 
basis, without adjustment to investment accounts for equity in the profits or losses of 
affiliates or subsidiaries. Quarterly data are reported on an unconsolidated basis. Filing 
requirements are detailed in Form X-17a-5. 


Securities Commissions -- Commissions earned on all agency equity and debt trans- 
actions including non-inventory principal transactions. Also included are net commissions 
earned on introduced accounts carried by other brokers and on omnibus accounts carried 
for other brokers. 


Gain or Loss in Securities Accounts - Both realized and unrealized gain or loss on 
securities in trading and investment accounts. Trading accounts consist of securities held for 
sale in the ordinary course of business and not identified as held for investment. The gain 
or loss is adjusted for dividends and interest; however, it 1s not adjusted by any allocation 
for Federal Income taxes. 


Profit or Loss from Underwriting and Selling Groups -- The difference between the 
proceeds of securities sold and their purchase price, adjusted for discounts, commissions and 
allowances received from or given to other brokers. Direct expenses associated with a 
specific underwriting may be deducted in computing this revenue item; employees’ com- 
pensation and employment costs of persons working in an “underwriting department” and 


other related expenses of such departments are not deducted in determining gross profit or 
loss from underwriting. These costs are included under the appropriate expense item. Any 
unrealized loss on securities unsold at the time the underwriting account was closed is 
considered a deduction from the proceeds of securities sold. 


Income from Sale of Investment Company Securities -- Income derived from sales of 
investment company securities (except those of closed-end investment companies) as both 
retailer and as underwriter. 


Interest Income on Customers’ Accounts -- Interest earned on customers’ securities 
and commodities accounts by loaning funds to finance customer margin debits. 


Securities Purchased Under Agreements to Resell -- A secured receivable from the 
borrower resulting from funds loaned under reverse repurchase agreements. The securities 
are not included in ‘Securities and spot commodities owned, at market value.” 


Securities Sold Under Repurchase Agreements -- Sold securities which are treated as if 
they were still owned by the seller and are included in his assets ‘Securities and spot com- 
modities owned, at market value.” The amount which the seller is obligated to pay to 
repurchase the securities is reported. 


Assets under Subordination Agreements and Subordinated Liabilities - Assets contri- 
buted to the borker-dealer for use as capital and the withdrawal of which is restricted under 
certain circumstances. Subordinated liabilities are met only after the claims of general 
creditors, in the event of broker-dealer liquidation. 
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EXPLANATORY NOTES 


Market Value and Volume of Equity Security Sales on 
U.S. Securities Exchanges 


Data on the value and volume of equity security sales are reported in connection with 
fees paid under Section 31 of the Securities Exchange Act of 1934, as amended by the 
Securities Acts Amendments of 1975. The reports include odd-lot, as well as round-lot, 
transactions. 


Data of those exchanges marked with an asterisk cover transactions cleared during the 
calendar month; clearance usually occurs within five days of the execution of a trade. Data 
of other exchanges cover transactions effected on trade dates falling within the reporting 
month. The inconsistency introduced by these two different methods of aggregating the 
data is not considered to be significant, and, accordingly, all registered exchanges are aggre- 
gated and reported in monthly summaries. 


Stock trading data include the trading of voting trust certificates, certificates of 
deposit for stocks, and American Depository Receipts for stock. 


Trading in rights is included in the warrants trading data for all periods prior to 
January 1972. 
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EXPLANATORY NOTES 


Exchange-Traded Options 


A call option provides the purchaser the right to purchase and a put option provides 
the right to sell 100 shares of an underlying stock at a specified price until a specified 
expiration date. Exchange-traded options have a maximum maturity of nine months. 


The expiration date of an option is the Saturday following the third Friday of the 
designated expiration month. An option maturity is the collective term for all options with 
the same expiration month. 


Options expire quarterly and belong to one of three expiration cycles: (1) January- 
April-July-October; (2) February-May-August-November; and (3) March-June-September- , 
December. Options are traded in the nearest three of the four expiration months of a cycle. 
Nine option maturities may then be traded simultaneously. 


The number and dollar value of call and put option contracts sold monthly by each 
exchange are reported in Table M-210. Contract volume includes both opening transactions 
(which establish new long or short option positions) and closing transactions (which 
eliminate long or short option positions). Long positions in options are eliminated through 
closing sales, exercises, or expirations. 


Monthly contract sales for calls and puts in each option maturity are presented in 
Table M-215. At the top of each column the calendar month identifies the interval over 
which contract volume is aggregated. Expiration months are arrayed along the left margin. 
For example, February contract volume in options with a July maturity is located in the cell 
at the intersection of the February column and the July row. 


Open interest for calls and puts in each option maturity as of the last trading day of 
the month is reported in Table M-220. Open interest is defined as the number of contracts 
outstanding, that is, the number of contracts sold that have not been closed out by an off- 
setting transaction, have not been exercised and have not expired. At the top of each 
column, the calendar month identifies the date for which open interest is calculated. Ex- 
piration months are arrayed along the left margin. For example, open interest at the end of 
February in options with a July maturity is adel in the cell at the intersection of the 
February column and the July row. 
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EXPLANATORY NOTES 


Security Offerings 


The Commission’s statistical series on primary security offerings includes all primary 
security issues registered with the Commission for immediate cash sale to the public pursuant 
to the requirements of Section 5 of the Securities Act of 1933, or exempted from registra- 
tion pursuant to Regulation A. 1/ It also includes securities publicly offered in interstate 
commerce by issuers exempt from the registration provisions of the Securities Act and 
information collected by the Commission on certain private placements as described below. 
Excluded from the statistical series are: issues of less than $100,000; debt securities with 
maturities of less than one year; secondary offerings; non-cash offerings; issues not defined 
as securities under Section 2(1) of the Securities Act of 1933; domestic government 
securities; offerings of non-profit and/or charitable groups; securities offered only on an 
intrastate basis; employee stock plans; investment company issues other than closed-end 
shares; intracorporate securities transactions; and sales to foreign purchasers. Issues 
registered and later withdrawn are excluded from these security offerings data but are 
included and shown separately in the Total Effective Registrations Table (M-410). 


The source of data for security offerings are the registration statements filed with the 
Commission by the issuers. For some issues, the offering date may fall in a different month 
than the effective date. Prior to January 1977, this difference led to incomparability 
between the offering tables and the Total Effective Registrations table. Beginning with 
January 1977, issues have been included in the offering tables as of the date of fective 
registration. 


Information on interstate public offerings of corporate securities exempt from SEC 
registration requirements, which is shown separately in Table M-310, is obtained from pub- 
lications of Moody’s Investors Service, Inc. Most of the securities included are railroad equip- 
ment trust certificates, mortgage-backed bonds of savings and loan associations, or bonds 
which are guaranteed by or issued under the authority of the United States Government. 


Data on private placements are collected through a Commission survey of 39 life 
insurance companies on a monthly basis and 9 more on a quarterly or semi-annual basis, 
and (prior to January 1977) by reports of private placements filed with the Commission on 
Form 8-K. Life insurance companies surveyed by the Commission reported assets of $283.8 
billion as of December 31, 1978, representing 73 percent of all life insurance companies 
assets. Only those private placement commitments which are actually taken down are in- 
cluded in the statistics. The surveyed companies report total placements of each issue. No 
representation is made that the private placement investments of the reporting life insurance 
companies approximate private placement activity as a whole in the United States. 


The offering tables distinguish between corporate offerings and foreign government 
offerings. Corporate offerings include issues by non-corporate business enterprises such as 
limited partnerships. The foreign government classification includes offerings of foreign 
governments, foreign government agencies, and foreign government-owned enterprises. 


1/ As of September 18, 1978, the aggregate amount of securities which may be sold in an offering made 
pursuant to Regulation A was raised from $500,000 to $1,500,000. 





Explanatory Notes, Security Offerings, (Continued) 


The industry classifications used in the offering tables are self-explanatory. The com- 
munication group includes telephone utilities. The commercial and other industry group 
comprises agriculture, construction, wholesale and retail trade, and all service activities 
other than financial services. 


The security types used in the offering tables are straight bonds, convertible bonds, 
preferred stocks and common stocks. The convertible bond. category includes only those 
issues which are convertible into common stock. The preferred stock group includes 
convertible preferred stock. The common stock category includes common shares issued by 
closed-end investment companies, as well as securities issued by non-corporate businesses, 
such as certificates of participation and shares of beneficial interest, and other equity 
securities such as voting trust certificates and certificates of deposit for stock. Depository 
receipts are not included in the offerings statistics. 


All figures are subject to revision. The private placements statistics will be revised 
quarterly. Data on public issues will be revised annually. Revised figures will be indicated 
by an “‘r”’. 
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EXPLANATORY NOTES 


Security Registrations 


All registrations which became effective under the Securities Act of 1933 are included. 
Total Effective Registrations, Table M-410, includes cash and non-cash issues. Issues are 
included as of the effective date. 


The primary corporate offerings classification includes registered offerings for 
immediate cash sale where the proceeds of the offering are received by the issuing cor- 
porations. Secondary offerings are registrations of outstanding securities where the pro- 
ceeds of the issue do not accrue to the issuing company. The dollar amount for either type 
of offering is based on the registered offering price. The unseasoned common stock classifi- 
cation includes public offerings by companies registering common stock for the first time 
under the Securities Act of 1933. The other equity securities classification consists of 
offerings of certificates of participation or beneficial interests, warrants or options, voting 
trust certificates and other equity securities not elsewhere classified. 


Issues offered for extended cash sale include investment company issues, employee 
plans and depository receipts. Depository receipts include American, European and 
domestic depository receipts. The foreign government classification is shown separately, 
whereas registrations by foreign corporations are included with U.S. domestic corporate 
offerings. Investment company securities include open-end, face-amount and unit trust 
offerings, as well as variable annuities. 1/ Closed-end investment company securities are 
included in primary corporate offerings. 


Issues registered for other non-cash purposes, such asexchange transactions, securities 
given for property or services, or securities reserved for conversion, are valued at current 
market prices. 


Data on withdrawals, in Table M-410, include the number and amount of registration 
statements that have been totally deregistered. 


Beginning with January 1978, the total amount registered for investment companies was dropped. 
However, total registrations of investment companies was retained in the tables due to the adoption by 
the Commission of Rule 24f-2(17 CFR 270.24f-2), effective November 3, 1977. This rule allows 
certain registered investment companies to register an indefinite number of securities for sale. Each 
issuer must file a notice at the end of the fiscal year identifying the number of securities sold and remit 
the corresponding registration fee. 





PUBLIC AVAILABILITY OF THE ROS FILE 


The SEC has prepared two computer tapes containing the New Securities Regi- 
strations and Offerings Statistics File (“ROS File’). The ROS File contains a record of each 
offering registered under the Securities Act of 1933 and each offering exempt from 
registration under Regulation A of that Act. 


The first computer tape of the ROS File contains records from January 1970 to 
December 1976. Each record contains 54 variables identifying characteristics of the 
registered issue and its issuer. Variables describing each issue include such items as security 
type, type of offering, price per share, dollar amount of the offering, method of distribution 
and whether the sale is for primary or secondary accounts. CUSIP numbers have also been 
included for securities which have been assigned such identification. Issuer data include 
SIC industry code, firm name and zip code. 


The second computer tape includes ROS File data for the calendar years 1977 and 
1978. The records for these years have been expanded to include 92 variables. Additional 
detailed information is provided on offering characteristics, including underwriter’s name, 
spread and reallowances. Selected financial data relating to the issuing firm are also presented. 


The computer tapes of the ROS File have been provided to the National Archives 
and Records Service of the General Services Administration. Copies of the ROS File tapes 
and related documentation are available for purchase from that agency. Interested parties 
can make arrangements with the Archives to obtain the computer tapes in a configuration 
that will be compatible with the user’s hardware. Requests for copies should be sent to the 
Machine Readable Division, National Archives and Records Service, Washington, D.C. 20408. 
The price per copy is $65.00 (subject to change), payable to the General Services Admin- 
istration. In ordering, please refer to item Number NN-373-207. Shipment will be made 
within two weeks of receipt of the order. 





SELECTED SEC PUBLICATIONS 


RECENT RESEARCH STUDIES 


Contact Eileen Whelan, (202) 272-2850 for copies of the following publications. 
Staff Report on the Securities Industry in 1978, (July 1979). 


Bank Participation in Municipal Revenue Bond Underwriting: Impact on Securities 
Industry Revenues, (October 1979). 


Rule 144 Sales in the OTC Market: A Preliminary Analysis of the Impact of Rule 
144 Sales in the OTC Market, (January 1980). 


Form S-18: A Monitoring Report on Its Use in 1979, (March 1980). 
Initial Public Offerings of Common Stock: The Role of Regional Broker-Dealers in the 
Capital Formation Process, Phase I Report, (March 1980). 

OTHER PUBLICATIONS 


The publications listed below are available from the Superintendent of Documents, 
Government Printing Office, Washington, D.C. 20402. 


Directory of Companies Required to File Annual Reports with the Securities and 
Exchange Commission, Under the Securities Exchange Act of 1934. 


SEC Annual Report. 
SEC Docket. A weekly compilation of the full text of SEC releases under various Acts. 
SEC News Digest. A daily report of Commission announcements, decisions, orders, rules 


and rule proposals, current reports and applications filed, and litiga- 
tion developments. 


SEC Official Summary. A monthly summary of securities transactions and holdings of 
officers, directors, and principal shareholders. 
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